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Answer any three from the following questions : 3x20

1. Define Ability to pay principle. Describe its assumptions. Explain that the Ability to pay
principle leads to progressive taxation. 4+6+10

2. Digtinguish between direct tax and indirect tax. Briefly explain the impact of income tax on
savings through indifference curve andyss. 5+15

3. Define public debt. Briefly explain the effects of public debt on the economy. Explain
different internal and external sources of public debt. 3+8+5+5




4. Didinguish between public good and private good. Discuss the nature of market failure in
case of pure public good. 8+12

5. Digtinguish between incidence of tax and burden of tax. Explain the nature of incidence of
an unit tax in a perfectly competitive market under the conditions when : (i) the demand
curve is perfectly dastic and the supply curve is postively stoped. and (ii) the supply curve
is perfectly eagtic and the demand curve is negatively doped. 6+7+7

6. Distinguish between positive externality and negative externality in production and
consumption. Describe how Ronals Coase offered solution to the porblem of negative
externdity through property rights. 10+10




